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PANAMA KEY ECONOMIC INDICATORS 


(All values in $ Millions except as noted). Exchange Rate: US $ 1.00 
1 Balboa 


INCOME, PRODUCTION, EMPLOYMENT 1977 1978 (R) 1979 _% Change 79/78 


GDP at Current Prices 2,154 2,306 
GDP at Constant (1960) Price 1,172 Loge 
Per Capita GDP,Current Prices ($) 1,216 1,264 
Industrial Production ($ current) 957 969 
Bananas (million boxes exported) 30.3 34.4 
Crude Oil Imports - mil.bbls 20.5 16.7 
Construction (permits-Panama City) 29.3 41.2 
Unemployment Rate (%) 8.7 8.1 


DOMESTIC BANKING, PRICES 


Credit Outstanding (12/31) 
Deposits (12/31)* 
Demand 
Time /Savings 
Wholesale Price Index (1961=100) 
Consumer Price Index (1975=100) 


FUNDED. PUBLIC SECTOR DEBT 


Total: 
Outstanding (12/31) 1,764 25311 2,624 
(External) ** (1,280) (1,813) (2008) 
Debt Service 341 398 540 
Central Government Only: 
Outstanding (12/31) 946 1,400 1,749 
(External) ** (616) (1,026) (1344) 
Debt Service 119 190 220 
as % Current Revenues 34.7 49.2 45.3 


BALANCE OF PAYMENTS AND TRADE 


Current Balance -155 -210 -313 49.0 
Trade Balance -497 -559 762 36.3 
Exports, FOB 287 295 334 334:2 
US Share (%) (Customs basis) *** 56 56 NA NA 
Imports, FOB 784 854 1,096 28.3 
US Share (%)(Customs Basis) *** 30 32 NA NA 
Gross Flow to Panama from Canal Zone**** 261 302-2 340(E) 12.5 


* Excludes inter-bank deposits 
** Panama's currency is U.S.dollar, thus all debt must be serviced with 
dollars earned, saved or borrowed. 
**k* Includes Puerto Rico and Canal Zone. 
*kk* Wages paid Panamanians, other goods and services purchased, transfers. 





SUMMARY 


Last year was Panama's best year for business since 1973. According to preliminary 
estimates, the 1979 gross domestic product (GDP) rose 4.9 percent over 1978, with 
industrial output up for the first time in 5 years and construction activity continuing 
the strong upturn which began in late 1978. Trade and the service sector expanded 
further. A substantial increase (28 percent) in government revenue and expansion of 
domestic bank credit reflected this generally improved pace of economic activity. 
However, the inflation rate doubled (with wholesale prices up 14 percent). Another 
problem was the failure of exports to expand, which resulted in further deterioration of 
Panama's balance of payments because of sharply higher imports. Durability of the 
current expansion will depend on a firm resumption of employment-generating private 
investment, for which little recent data are available. 


GENERAL ECONOMIC ACTIVITY 


Economic activity in Panama increased substantially in 1979, continuing the general 
recovery that began in late 1978. Output was up, and a much better business mood 
prevailed during the year, especially with the long-awaited October 1 treaty 
implementation date and successful handling of the early, extremely delicate initial 
stage of the transition. According to the preliminary GOP* figures, 1979 real GDP 
expanded by 4.9 percent over 1978. This compared with more generally accepted 
estimates from other sources of 3-4 percent. 


For the first time since 1974 when the recent recession began, manufacturing output in 


1979 rose significantly: 5.5 percent led by a 9 percent expansion in the dominant food 
and beverage industry. Power output continued to expand as another unit of the GOP's 
hydropower program (La Estrella dam and generating plant) went into operation, further 
reducing Panama's crude oil import requirement for power generation. With this 
addition, Panama now derives well over half of its electricity production from 
hydroelectric sources — up from 10 percent as recently as 1975. Both wholesale and 
retail trade picked up, and rising trends in Free Trade Zone activity, tourism, and the 
banking sector remained strong. Weaker sectors included agriculture, which declined by 
1.4 percent, and the large personal services sector, which expanded by only 2.2 percent 
— less than the growth in population (2.8 percent). These two sectors contain the bulk 
of Panama's unemployed and low-skilled workers (unemployment data for 1979 are not 
available); therefore, their weakness poses potential problems for Panama from both an 
economic and political standpoint. 


*Government of Panama 





One of the sharpest improvements in the economic scene last year was in the 
construction sector. For the Panama City area (roughly four-fifths of the total 
activity), the dollar volume of construction rose by 38 percent over the 1978 figure to 
$84 million. All of the increase occurred in the private commercial and industrial 
sector where the dollar volume almost doubled to $48 million from $24 million in 1978. 
However, the inherent volatility of the construction component could again prove 
troublesome — last year's big gains took place during the first 8 months, with monthly 
construction totals since that time equal to or below the corresponding year-earlier 
figures. This development coincided with a sharp increase in interest rates worldwide, 
which was quickly reflected in Panama's open economy. 


Prices moved sharply higher throughout 1979, with the average 1979 cost-of-living 
index 8 percent above that of 1978 and the average wholesale index up by 14 percent. 
The wholesale index, in Panama's case a better measure of inflationary pressures, 
actually rose by 20 percent from January through December 1979, with the increases 
accelerating as the year progressed. While these price rises may appear modest by 
Latin American standards, they represent a more than doubling of the annual rate of 
increase that Panama has experienced over the past 5 years. 


FINANCIAL SECTOR 


Domestic credit expanded during 1979 in line with the year's faster overall economic 
pace. Following 4 years of virtually no change, domestic bank lending in 1979 rose by 
26 percent over the 1978 figure with the increase coming exclusively in the commercial 
and industrial sectors. Meanwhile, offshore banking, which comprises the bulk of 
Panama's private banking activity, experienced another major increase to maintain its 
steady growth trend of recent years. Thirteen new banks or banking offices were 
opened in Panama last year, bringing the total to 93 (52 general license, 29 


international only, 12 representative) of which 15 are branches of U.S. banks. 


Another reflection of last year's improved economy was the sharp improvement in the 
Government's budget performance. Central Governnent revenues were 25 percent 
ahead of 1978, with major gains in all categories except taxation (because of a sluggish 
export pace) and petroleum tax collections (reduced consumption). A large part of the 
overall revenue increase, however, was taken up by the sharp rise in interest costs on 
the public debt and the extra spending in connection with treaty transition. This 
resulted in a need for continued austerity in ministerial operating outlays in order to 
keep the current account in balance, despite tremendous pressure (including strikes and 
street demonstrations) for long overdue salary increases. The investment budget for 
the entire public sector — autonomous agencies as well as the Central Government — 
remained at roughly the $400 million level of the past 4 years, thus declining further in 
real terms in view of last year's much higher. price level. As usual, the GOP's 
investment program was financed largely through foreign borrowing. An equally strong 
overall budget performance is expected again this year according to the GOP's 1980 
budget, with revenues budgeted to increase by another 28 percent. A big factor here is 
the $72 million new gross receipts from the Canal operation as a result of the treaties. 
A substantial current budget surplus ($40 million) is targeted for 1980 and coupled with 
another massive rise in interest costs indicates another year of austerity in the 
ministerial operating budgets. 





Despite relatively unchanged needs, there was some easing in the pace of GOP 
borrowing (mostly foreign commercial) last year, largely because the Government had 
borrowed somewhat ahead of needs during the latter part of 1978 for use in 1979. 
However, public debt outstanding still rose another $250 million to $2.6 billion year-end 
1979, roughly equal to Panama's GDP, making it one of the world's most burdensome. 
Public debt servicing last year cost Panama $540 million, up from $398 million the 
previous year. However, the GOP is aiming for a substantial budget surplus this year, 
which, if achieved, should help contain financial pressures on the GOP resulting from its 
excessive debt level, especially the increased burden stemming from the current level 
of international interest rates. 


EXTERNAL SECTOR AND THE CANAL 


One of the initial side effects of Panama's stronger domestic economic performance 
last year was a further weakening in its balance of payments, as rising demand and 
prices lifted imports by $242 million (up 28 percent compared with a 20 percent rise in 
imports from the United States), while exports and services earnings (excluding the 
former Canal Zone) were little changed. Another large increase in earnings from the 
former Canal Zone — mostly increased wage payments to Panamanian employees, but 
also increased purchasing — prevented a further deterioration in Panama's overall 
current balance, which went from -$210 million in 1978 to -$313 million in 1979 
according to preliminary GOP data. The problem should ease somewhat this year with 
the improvement in sugar prices, increased Canal payments, and expected further 
cutbacks in crude oil imports. At the same time, Panama's growing appetite for 
imported goods may have to be curbed somewhat unless faster progress can be made in 
the development of its foreign earnings potential. 


Over the years, the Panama Canal operation and the U.S. Department of Defense (DOD) 
presence on the Isthmus have provided substantial underlying support to the Panamanian 
economy, directly with respect to the balance of payments but also in a large measure 
through a variety of indirect linkages. Studies have demonstrated the significant 
impact the Canal operation and changes in the overall Canal traffic trends have had on 
Panamanian economic conditions. There will be an even greater positive impact under 
the new treaties, which entered into force last October 1, from the planned expansion 
of railroad and port operations transferred to Panama, and the steady displacement of 
U.S. employees by Panamanians in the Canal operation to the greatly increased annuity 
to the GOP, and the benefits from a generally increased integration of the Canal 
operations as well as much of the former Canal Zone itself into Panama. However, the 
ultimate benefit will rest on the longer-term rate of growth in Canal traffic and 
tonnage, which at this point is generally expected to be quite limited. 





CURRENT OUTLOOK 


Panama's economic outlook for the period immediately ahead is for continued modest 
expansion at about the same pace set in 1979. The backlog of demand that accumulated 
during recent recession years continues to provide stimulus to private investment. 
Additionally, there is the bolstering effect of several provisions of the new treaties. A 
need as well as an opportunity exists for further expansion of public sector investment, 
especially to meet increased infrastructure requirements, such as hydropower, roads, 
resources transferred to Panama under the treaties, and the Colon area development. 
The limiting factor here is the GOP need to further curb the pace of borrowing for 
financing its public investment program, especially private foreign credits, in view of 
the pressures that today's high interest rates add to the financial strains that already 
exist as a result of Panama's excessive public debt. 


Thus, the durability of the current expansions and the possibility for more rapid growth 
will depend principally on whether private sector investment can be accelerated. This 
holds the key to new employment generation — widely considered to be the weakest 
element in the current economic picture, and becoming more so from the wave of 
consumer price hikes taking place during the early months of 1980. From the investors' 
standpoint, the present higher interest rates pose another serious new constraint on the 
potential for private investment growth in Panama, in addition to the often cited 
problems of labor costs and legislation, price controls, and the general issue of GOP 
policy toward the private investment sector. 


IMPLICATIONS FOR THE UNITED STATES 
TRANSPORTATION AND COMMUNICATIONS 


Entry into force of the Panama Canal Treaty of October 1, 1979, underlined the leading 
role that transportation and communications play in Panama's service-oriented 
economy. In that change of jurisdiction, Panama took over the former Canal Zone's 
ports, railway and dry docks complex, all of which had been operated on a 
non-commercial basis, and which now are managed by the country's national port 
authority (APN). Expansion and reconditioning of these facilities offer substantial 
opportunities to U.S. exporters and investors. 


Top priority has been given to reequipping and expanding the Atlantic-side port of 
Cristobal, where a sudden surge of container traffic in late 1979 caused a partial 
breakdown of services. Since then, an accelerated purchase of cargo-moving equipment 
has eased the backlog, and in late March the APN announced a $10 million program for 
an 86-acre container complex to include in its first 25-acre stage additional handling 
equipment, a break-bulk building and renovation of former railways buildings, 
computerized inventory and container control, and a port control tower. Constructon is 
— to begin some time this year with the new complex in operation by November 
of 1981. 


Other plans for the Atlantic end of the Canal include improvements to the former naval 
docks at Coco Solo. These facilities, together with the growing roll on-roll off traffic 
through the nearby port of Las Minas, promise a rapid improvement of Panama's 
cargo-handling capability. 





Linking the Atlantic ports with Panama's capital and the Pacific Coast are the country's 
only intercoastal highway (of two lanes) and the Panama Railroad. Built 75 years ago, 
and largely equipped with old rolling stock, much of the rail line runs over soft soil. 
Replacement of passenger and freight equipment (particulary for container movement) 
and upgrading of the track to bear modern loads are primary objectives. Future plans 
consider extension of the Atlantic-side line to the nation's only oil refinery and a 
Pacific-side extension to the international airport and surrounding light industrial area. 


Although the Pacific port of Balboa escaped the post-October 1 problems of freight 
congestion, the commercial potential of both the port and its dry dock facilities has 
scarcely been exploited. Relocation of the railway yard to a former airfield nearby 
would permit a significant expansion of container facilities adjacent to Panaina's center 
of industry and population. While the largest of three dry docks formerly operated by 
the Panama Canal Company continues in use, primarily for maintenance and repair of 
Canal-related floating units, the other two have not been used in over 20 years. The 
Panamanian authorities are seeking a company to rehabilitate and operate the dock 
yard on a commercial basis. 


In other developments, for the Canal-area Panama has invited proposals on a 
government-to-government basis for a second fixed bridge across the Canal linking a 
new four-lane highway with the eastern reaches of the Interamerican Highway. 
Estimated costs are $70 million and $30 million for the bridge and approach roads 
respectively. Still at the talking stage are a possible extension of the Panama Railroad 
to the western suburbs and even onward to the proposed Cerro Colorado copper area. 
(President Royo announced in April that a decision on the copper mine would be reached 
in 3-4 months time.) On the Costa Rican border, public organizations are urging 
renovation and electrification of the narrow-gauge Chiriqui railway built 45 years ago 
to service the banana plantations. In fact, the questions of gauge and electrification 
will affect any serious consideration of extensions to the two railway systems. And 
overshadowing any future bridge projects will be the decision on whether to dig a 
second sea-level canal estimated to cost over $10 billion. 


Tourism, a potentially lucrative foreign exchange earner for the Panamanian economy, 
is largely dependent on the developments in the transportation sector. Roadbuilding 
continues as an important element in Panama's development. Steady progress in the 
Darlen area toward Colombia is opening empty lands to farming and forestry. To the 
west, construction of Panama's second intercoastal road will link Bocas del Toro's 
banana, cacao and seafood producers with the rest of the economy. Closely connected 
would be the next phase of dam building, this time to the Teribe and Changuinola rivers 
in Bocas, with electrical transmission lines crossing the sierra to join with the Pacific 
Coast grid. This provision of additional electricity will vitally reduce Panama's degree 
of dependence upon imported crude oil, and it will be essential to any development of 
the copper deposits and railway electrification plans. 





Road improvements on The Atlantic Coast will facilitate travel to colonial sites and the 
San Blas Indian settlements, while the new highway west of Panama City will speed 
tourists to the superb beaches that begin some 45 miles from the capital, as well as 
cutting travel time to the new Vacamonte fisheries port. However, a new hotel 
complex at Santa Clara will use light planes to ferry its guests as does the popular 
Cantadora resort at present. Farther afield, a new hotel in Chiriqui Province will house 
visitors to the scenic sierra region. Hotel construction is intensive in Panama City as 
well, where U.S. chains are building near the airport and adjacent to the new Atlapa 
Convention/Exhibition Center, while German interests are studying an in-town site at 
Punta Paitilla. 


Back in the countryside, a $13.7 million loan from the Interamerican Development Bank 
(IDB) will bring an additional 157 rural communities into the national telephone network; 
when completed, the phone system will extend to 67 percent of Panama's population. 
Last year's introduction of nationwide and overseas direct dialing will be followed in the 
next few months by the installation of push-button phones, beginning in Panama City. 


The U.S. Department of Commerce will conduct a construction equipment and 
materials sales seminar/mission in Panama in August 1980. 


AGRICULTURAL DEVELOPMENT 


IDB loans will also assist a $10.5 million livestock program and a $9.9 million animal 
health project. Smaller amounts will finance a seed program and technical studies 
involving small irrigation units and regional development in Bocas del Toro. Financing 
is being sought for larger irrigation projects in Los Santos and near Boquete (rice, 
pastures, grains, potatoes and produce; $4 million), the Baru region bordering Costa 
Rica (rice, soyabeans, fruit, sorghum and corn; $30 million), and Chiriqui (sugar and 
rice; $12 million). 


Other rural programs include African oil palm, apiculture (supported by West Germany), 
swine and poultry programs, a fertilizer plant at Aguadulce's port, major irrigation 
projects in the central and western provinces, feed-grain projects, and agriculture 
programs involving shrimp, oysters and finny fish at several points throughout the 
country. While the GOP normally works with cooperatives on farm projects, the 
National Aquaculture Authority also cooperates with private (including foreign) firms. 
An important agroindustrial investment involves a plan to build two or three gasohol 
plants in conjunction with the State-owned sugar mills. The success of a recent 
U.S.-sponsored alternate-energy-sources exhibit and seminar attests to Panamanian 
interest in further reducing the Nation's fuel bill. 


URBAN PROBLEMS AND INDUSTRIAL OPPORTUNITIES 


The Atlantic port city of Colon constitutes Panama's extreme of socio-economic 
problems. Squeezed until last October between the sea and U.S.-controlled lands, the 
city's overcrowding and poverty contrast with the busy Colon Free Zone, the largest 
such zone in the Western Hemisphere with a 1979 turnover of $2.7 billion. Early steps in 
Colon's rehabilitation include slum clearance and erection of middle-income dwellings 
along the waterfront, relocation of 7,000 blue collar families in a new, suburban housing 
area; and a $9.3 million water treatment and distribution system to supply 4 million 
gallons daily to the city and new towns. 





Intimately connected with the shift of working families is the long-awaited tripling of 
the Free Zone's area. The new site at France Field already houses a dozen or so major 
international firms and is growing rapidly to accommodate a lengthy waiting list of 
foreign firms. However, more pertinent to the unemployment situation will be the 
planned manufacturing zone in which "maquila" light-assembly plants for processing and 
re-export, are expected to be a major activity. Panama has begun to publicize its 
attractive incentive program for foreign investors, details of which can be learned from 
the Ministry of Finance, Maquila Project, Panama 9A, Republic of Panama. Although 
the maquila program is not limited to Colon, the GOP hopes that most labor-intensive 
firms will set up in that area. Total cost of Colon's urban development and the new 
sites and services in the Free Zone is estimated by the World Bank at $122 million. 


FISHING BASE AND PROCESSING CENTER 


Another coastal development site is the new Vacamonte fishing port to which a large 
percentage of Panama's shrimp fleet moved in April 1980. Vacamonte features a full 
range of supply houses, banking facilities, police and fire contingents, freezer facilities 
and a U.S.- made elevator-type dry dock. Several canneries are to be built there, 
including one to can tuna from the long-range trawlers that will discharge their catch 
and also provision at V acamonte. 


GOVERNMENT SUPPORT FOR NEW INDUSTRIES 


Apart from the gasohol plants, the GOP has indicated that it will not build more 
State-owned industries. However, the National Finance Corporation (COFINA) does, on 
occasion, take equity in industrial activity where there is national interest (e.g., the 
petroleum terminal at Puerto Armuelles), More common, however, is COFINA's 
small-to-medium financing of new or expanded plants, as well as its support of 
feasibility studies. As of January 31, COFINA had as very preliminary proposals 
investments totaling $27.2 million, of which it might finance $19.9 million; typically, 
the 40-odd projects split nearly evenly between industrial and agro-industrial 
undertakings. At the same time, the COFINA had under feasibility study 25 projects 
worth $117.8 million, of which it would lend $19.4 million. Manufacturing investments 
include antibiotics, dry-cell batteries and battery cases, adhesive tape, an iron foundry, 
semiprecious gems, disposable syringes and hypodermic needles, pencils, water meters, 
ironing boards, synthetic resin, and ventilators and stoves. Agro-industrial projects 
include soybean and cashew processing, fertilizers, furfural, fish and shellfish products 
(including shark), lemon growing, annatto, and coffee bean sorting and packaging. 
Projects already under active promotion include garments and handkerchiefs, shoes, 
honey and other foodstuffs (e.g., lemon extract), floating nets, drapes, leather goods, 
wooden tableware, radiators, toothbrushes, wooden flowers, umbrellas and acryllic 
laminates. Information on COFINA's programs and projects can be obtained from: P.O. 
Box 6-2191 El Dorado, Panama, Republic of Panama, telephones: 69-3666, 69-3904 and 
69-3858. 





GROWING INTEREST IN MINERAL EXTRACTION 


Little is known about two activities underway in the more remote parts of the country 
which could have important consequences for the economy. In each case, the world 
price of a commodity is vital to its local exploitation. Gold has been extracted in 
Panama since pre-Colombian times, and some mining is going on in the Carien and 
southwest of Colon. In recent weeks, a national exploration company reported finding 
petroleum after two decades of drilling in the Carien. Official reaction has been 
minimal to date. It seems unlikely, however, that either gold or petroleum will have 
the effect upon Panama's economy that the $2.7 billion Cerro Colorado copper complex 
would. 
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